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ASIA: T託ECASE OF SRI LANKA AND THAILAND* 
Piyadasa Ratnayake 
INTRODUCTION 
The promotion of Foreign Direct Investment (FDI) to catalyse the 
domestic industrialisation process in the devoloping countries of Asia has 
not only arisen as a strong policy issue among policy makers， but also has 
prevailed as a major topic for discussion among academicians in the 
recent decades， especially since the early 1970s. Although， as a policy 
issue， ithas retained confidence， there are growing disillusions among 
academicians of Asia about the favourable impacts that a host country in 
Asia can derive from FDI. N evertheless， itis difficult to deny that the 
rapid economic transformation witnessed in many Asian economies， 
particularly the Asian NIEs and the ASEAN countries， has been achieved 
through export expansion which was largely financed by foreign inves‘ 
tors， mainly the J apanese. This foreign--led overheated engine of growth 
in Asia has mainly been discussed with particular emphasis on the 
positive impacts of FDI on the national economies; however， itmust be 
considered whether some negative consequences， specifically the creation 
of some uncertainties in the local economies of Asia， have arisen as a 
result of the increase of foreign ivestment or of the volume of available 
foreign capital. 
* This Paper presented at the workshop on "The Economic Development of 
Asian Countries" held at the Hiroshima University of Economics， Hiroshima， 
November 26-27， 1992. 
-29-
The inflow of ]apanese investments into Asian region was dramati-
cally increased during the last four decades， particularly in the 1970s and 
1980s_ The cumulative total of ]apanese FDI in Asia for the period 1951 
90 (approval based)， amounted to 15 per cent and 30 per cent respective-
ly of the total overseas capital and firms_ This represents a large number 
of firms， totalling about 18，634 operating in the Asian region; of this 119 
and 2，465 (approval based) respectively are located in Sri Lanka and in 
Thailand_ At present， ] apan's relative position of foreign equity in both 
countries makes it the dominant single-country investor compared to any 
other country. The question， however， ishow far this dominant investor 
has had backward and forward influences on the improvement of the 
local economy of Sri Lanka and Thailand. 
This paper is the two-thirds-of-the way result of an ongoing joint 
research project on“The Pattern of Economic Development and Foreign 
Aid in Asia" under the assistance of the Monbusho International Scien-
tific Research Programme. The study undertaken by me comprises a 
survey on“the Role of ] apanese FDI in the Economic Development of Sri 
Lanka and Thailand". The survey was intended to be carried out within 
three years in three major steps as indicated below: firstly， the growth 
patttern of ] apanese overseas investment and its significance in Asian 
economies， especially Sri Lanka and Thailand; secondly， the role of 
] apanese investment in the economic development of both countries at the 
macro-level; and thirdly， the micro…level contribution of ] apanese FDI to 
the various economic activities of the host countries' local economy. The 
results of the first stage of this joint research programme were already 
presented last year， and the present paper analyses the results of the 
second step of the survey which was mainly a statistical and literary 
survey conducted during the last summer vacation. 
Although， itis difficult to single out the direct consequences of ]FDI 
on the local economies， this paper atterpts to ascertain some major 
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positive and negative impacts of ] apanese FDI on the national economies 
of Sri Lanka and Thailand. It wi1l first attempt to sketch broadly an 
overview of the pattern of economic growth in both countries in the post 
-war period in order to show the rapidity of the rate of economic growth 
and structural change consequent on the increase of FDI. It wi1l， there-
after， attempt to examine the consequences of ] apanese FDI in some 
specific areas in both countries as indicated below: firstly， the changing 
pattern of the industrial structure; secondly， the expansion of trade 
relationships with ]apan; thirdly， the transfer of ]apanese technology and 
domestic industrialisation; and finally， the generation of employment 
opportunities. It is also noteworth that al aspects considered cannot be 
quantitatively evaluated as some of these are not amenably to such 
quantification. Hence， descriptive analysis has frequently been resorted 
to. 
ECONOMIC GROWTH AND STRUCTURAL 
CHANGE: AN OVERVIEW 
Economic Growth 
The economic growth in Sri Lanka and Thailand since W orle War I 
is veried in terms of the rate of increase， but is quite similar in terms of 
the factors leading to the growth and development strategies followed. 
Therefore， the pattern of economic growth in both countries can be 
analysed under a homogeneous model， emphasizing the factors which 
caused the variation in the rapidity of the rate of growth， such as internal 
and external conditions. 
The internal conditions in the two economies， i.e.government policy， 
political stability， domestic resource endowment (human， material and 
money) were largely responsible for the augmentation of the external 
conditions， i.e. foreign trade， foreign assistance， foreign investment， for蜘
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eign exchange and modern technology. Thus， we assumed that the 
pattern of economic growth in Sri Lanka and Thailand has mainly 
depended on the interlinkage between these two factors， the internal and 
external conditions. 
Since political independence in 1948， Sri Lankan policy regimes have 
followed different types of development policies which can be periodised 
as follows in accordance with their main thrust: (a) the continuation of 
colonial economic policy (open market economy which largely induced 
FDI and foreign trade) from 1948 to the late 1950s; (b) Import-Substitu-
tion Industrialisation (ISI) with some export and FDI promotion under 
state regulation with a strong control system from the late 1950s to 1977; 
and (c) the open market economy or the socalled Export-Oriented Indus. 
trialisation (EOI) from 1977 onwards. Similarly， the Thai political 
authority also followed an import-substitution policy from the late 1950s 
to 1971 and an export-orientation strategy from 1972 to date. 
Figure 1 (see Appendix Table 1 for further details) illustrates the 
annual growth rate of the real Gross Domestic Product (GDP) in both 
countries under the above major policy changes during the period 1950-90. 
In general， although the growth rates of both countries fluctuated very 
violently in most years during these four decades， the pace of economic 
growth in Thailand was twice as high as that of Sri Lanka during the 
decades of the 1960s， the 1970s and the 1980s (see Appendix Table 2). 
This significant variation of economic expansion between the two econ-
omies was mainly conditioned by internal factors which influenced the 
external factors. Internal conditions in Sri Lanka， specifically govern修
ment policy， political instability and its very capital underdevelopment， 
adversely affected the augmentation of external factors lil日 foreign
trade， foreign investment etc. For example， the economic depression 
during these forty years， particularly in 1972， 1974， 1976， 1984 and 1987 
was largely caused by communal violence， Sinhalese and Tamil insurgen-
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Figure 1: Annual Growth Rate of Real GDP in Sri Lanka and Thailand 
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cies against the government1， severe droughts， decline of prices of major 
export-oriented agricultural commodities in the world market and stag時
nation of both domestic and foreign investment. 
Although， the growth rate of GDP in Thailand too fluctuated in 
several years in the same manner due to many coups and related political 
1. In 1971， n巴arly20，000 young people have died or disappeared in Sri Lanka 
when a group of Sinhala militants known as the ]anathe Vimukthi Peramuna 
(]VP or People's Liberation Front) was made a campaign of terror against 
government. Although this youth insurgency was solved within a few 
months， itwas again appearεd in 1987. 
According to a European Human Rights Team， 60，000 p巴oplehave 
disappe旦redin southern Sri Lanka since 1987， when security forces responded 
to a campaign of tεrror by leftist rebels (]VP) (The ]apan Times， 1990 : 16) 
Furthermore， Sri Lanka's civil war has also claimed at least 17，000 lives 
since rebels from the Tamil minority began their violent struggle in 1983 
(The Daily Y omiuri， 1992 : 4). Both these sources of information stat日dthat， 
possibly， scores of people were stil vanishing each we巴k.
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unrest， communist violence in the North-East and South， long-term wars 
in the neighbouring countries of Vietnam and Cambodia2， droughts and 
price depression of major agricultural exports， there was no severe set 
back of the economy like in Sri Lanka because， her early attempts at EOI 
had helped to boom the domestic capital sector and had brought about an 
influx of FDI. This is what assisted the Thai economy to bounce back 
from the economic recession of 1985 as one of the fastest growing 
economies not only in Asia but also in the world. The growth rate of real 
GDP increased by 9.5， 13.2， 12.0 and 10.0 per cent respectively in 1987， 
1988， 1989 and 1990 (Asian Development Bank， 1991 : 21). The three 
consecutive years of double-digit growth rates during 1988-90 have large時
ly been export-Ied with manufactured exports playing a dominant role. 
The rapid growth of manufacturing output and exports was， inter alia.， 
due to the increasingly high level of FDI， a significant part of which 
originated from Japan (UNIDO， 1992 : 1). Similarly， the rate of growth 
of GDP in Sri Lanka also remained at a moderately progressive level 
under her EOI policy regime (excpt during 1982-87) relative to its violent 
fluctuation under the ISI policy. Although it is difficult to assert that this 
moderate rate of growth in Sri Lanka and the high rate of growth in the 
economy of Thailand have been accompanied by a considerable upsurge 
of foreign investment， itis also difficult to decline the causal relationship 
between FDI and the growth of national income in the two countries. 
Here， itis reasonable to emphasize that the acceleration of the rate of 
growth of GDP accompanied by the increase of FDI， served to ease off 
some of the adverse circumstances faced by both countries. Thus， both 
countries have shown progress under the EOI strategy which provided the 
right conditions and ensured that appropriate policies were in place， in
2. S巴巴 Turtos(191 : 363-365) for a descriptive analysis of the political unrest 
of th日countrywithin itself and with n巴ighbouringcounries in the 1960s and 
the 1970s 
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Figure 2: Growth Rate of GDP and Agricultural Sector in Sri Lanka 
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Figure 3: Growth Rate of GDP and Agricultural Sector in Thailand 
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contrast to the 1S1 policy. 
Structural Change 
Along with this economic growth accompanied by policy shifts and 
upsurges of FDI， the structure of the economy in both countries also 
changed dramatically， making the agricultural sector a less and less 
dominating factor in GDP and less and less influential on the fluctuation 
of GDP (See Appendix Figures 1 and 2). Figures 2 and 3 show the annual 
growth rate of GDP and of the agricultural sector (based on statistical 
sources of the host countries) to illustrate the pattern of fluctuation of 
GDP relative to the fluctuation of agricultural GDP in the two countries. 
1n general， the fluctuation of GDP in Sri Lanka is similar to that of 
agricultural GDP for a longer term than in Thailand. While the fluctua-
tion in the growth rate of GDP in Sri Lanka was similar to that of 
agricultural GDP from 1950 to 1972， inThailand this similarity prevailed 
only over the period 1950…66 (Figure 3). This means that the agricultural 
sector contributed a large proportion to GDP during the above periods in 
the two countries， while the other sectors did not act against the agricul-
tural sector. According to 1kemoto's study on this subject in Thailand 
(1991 : 2)， inthe 1950s， the agricultural sector fluctuated very violently 
and therefore， GDP also fluctuated， though a bit less violently. But since 
the 1960s， GDP has not fluctuated as much as the agricultural sector has. 
This is because the agricultural sector became a less and less dominating 
factor in GDP and its influence on GDP declined in Thailand. 
After the decline of the agricultural share as a dominant factor in the 
growth rate of GDP， the other sectors， especially the industrial sector， 
became a major factor contributing to the fluctuation of GDP in both 
economies. Although it is controversial to figure out that the fluctuation 
of GDP is similar to that of manufacturing GDP， the growth rate of GDP 
in the periods 1977-81 and 1986…90 in Sri Lanka and in 1979-90 in 
Thailand is similar to that of the fluctuation pattern of manufacturing 
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Figure 4: Growth Rate of GDP and Manufacturing Sector in Sri Lanka 
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Figure 5・GrowthRate of GDP and Manufacturing Sector in Thailand 
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GDP (Figures 4 and 5). 
1990 
Table 1 presents data on the structural change of production and 
employment to further illustrate the pattern of economic expansion of 
both countries. A noteworthy feature of the structural change of these 
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two economies during the period 1950-90 was the continued domination of 
the agricultural sector in the terms of the employment structure. At 
present， inThailand and in Sri Lanka about 67 per cent and 53 per cent 
respectively， of the total labour force is occupied in agricultural and 
related work. On the contrary， the agricultural sector in the two econ-
omies， particularly in Thailand， isbecoming a subordinate factor in the 
growth rate of GDP whereas previously， itwas a dominant and influential 
factor. However， itis reasonable to emphasize that the pace of decline of 
the agricultural share in GDP is faster than the pace at which the labour 
force is shifting from the agricultural sector to other sectors in the two 
countries， with Sri Lanka a lagging behind Thailand. 
The above situation is quite common in most of the countries of Asia 
because the industrialisation policy of these countries concentrated maily 
on achieving export expansion by injecting international resources rather 
than utilising the local resources for domestic industrialisation. In other 
words， both countries attempted at achieving industrialisation through a 
policy of“import industrialisation". Foreign investment in Asia was 
largely concentrated as an enclave type of investment which did not 
create sufficient employment opportunities to meet the growing surplus 
labour demand in the rural sector.3 In general， there are two major 
reasons for this lagging expansion of employment opportunities in foreign 
firms: firstly， most foreign firms aimed at achieving higher benefits in a 
short period by utilising capital…intensive technologies like assemble 
plants or parts…making factories rather than labour…intensive technol-
ogies; and secondly， these foreign firms had very litle backward and 
forward influence on the improvement of production and productivity of 
3. 1n practice， foreign investment gains are limited: th巴zonesattract a mono 
structure type of manufacturing， often only part processes; zones worldwide 
have created no more than one million employment opportunities; linkages 
with th巴domesticeconomy are limited (Westlake and Jayawardena， 1985 : 
32) . 
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the host countries through the transfer and diffusion of modern technolog-
ical know-how and advanced management systems. Furthermore， poor 
economic policies in the host countries led to the mercantile orientation 
of domestic capital with a predilection for quick benefits， preventing the 
further accumulation of industrial capital. 
The problem is that this uneven structural change in production and 
in the labour force has led to further misery for the rural poor of the two 
countries in the last two decades rather than in the two previous decades.4 
This means that the majority of the people， more than two-thirds in 
Thailand and more than a half in Sri Lanka， receive only a small share 
of GDP while the minority who are occupied in the non-agricultural 
sector receive a larger share of GDP. Moreover， this also widely leads to 
(a) Thailand: Gini Coefficient by Sectors and Whole Kingdom 
Sector 
Whole Kingdom 
Rural 
Urban 
1962 1969 1975 1981 1986 
0.41 0.43 0.42 0.44 0.47 
0.38 0.39 0.41 0.44 
0.44 0.40 0.43 0.47 
Source: Ikemoto， Yul口0，Income Dislribution in Thailand: lts CJumges， 
Causes， and Slmcture， Institute 01 Developing Economies， Tokyo， 
]apan， 1991， P. 1 
(b) Sri Lanka: Gini Coεfficient by Sectors and All Island 
Sector 1963 1973 1978/79 1981/82 1985/86 
All Island 0.49 0.41 0.49 0.52 0.58 
Rural 0.44 0.37 0.49 0.49 0.56 
Urban 0.49 0.40 0.51 0.54 0.62 
Source: Central Bank 01 Ceylon， Consumer Finances and Socio叩Econmnic
Surveys; Department 01 Census and Statistics， Labour Force and 
Socio-Economic Survey， 1985/86， Colombo， Sri Lanka 
4. The pattern of change of r巴lativeincome inequality in the two countries over 
1963-86 period can be s巴enfrom the Gini Coefficient data in the following 
Tables: 
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the further decline of labour productivity in agriculture and the per capita 
crop land area， thereby creating a low-income group in the rural sector. 
Despite the above contradictions in many aspects caused by the rapid 
growth of GDP in the two economies， many researchers and international 
development institutions have predicted that the Thai economy will 
become another Asian NIE in the near future. For example， Ikemoto 
(1991 : 8)emphasized that the per capita GDP in Thailand exceeds US $ 
1，000; it is often argued that in the very near future， Thailand will become 
the fifth NIE in Asia. However， itis premature to come to this verdict， 
considering only the rate of growth and per capita income because of the 
following disparities between the Thai economy and other Asian NIEs: 
(a) except South Korea and Taiwan， the other two economies (Singapore 
and Hongkong) cannot be identified as countries because of their size and 
particularly because they faced problems; (b) the domestic agricultural 
sector in South Korea and Taiwan was consieerably developed by the 
J apanese colonial government， thus providing a base or a root for indus-
trialisation in the post-independence era;5 (c) industrial discipline， specifi-
cally skilled labour and infrastructure， also developed extensively in these 
two countries under Japanese-owned industrial activities during the pre 
W orld War I era; and (d) considerably successful land reforms had 
occurred in these two countries immediately after gaining independence 
from Japan.6 The above four factors overwhelmingly favoured the 
5. ]apanese colonial investm巴ntin the Korean peninsula and in Taiwan largely 
concentrated on dom日sticagriculture and related industries unlike the 
enclave investments of Europ巴ancolonial governments. According to 
Oshima (1987 : 138)， the ]apanese colonial government developed industries 
more in Korea than in Taiwan， and agriculture more in Taiwan than in 
Korea， both grew fairly rapidly. 
6. In Taiwan， the development of agriculture was continued after initial land 
reform， and the p巴asantrywas able to contribut巴substantiallyto national 
development (Oshima，1987 : 144). 
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achievement of rapid industrial development in South Korea and Taiwan 
during the post-W orld War I period. Therefore， inthe absence of the 
above factors in the Thai economy， itis doubtful to predict that this 
overheated engine of growth will take Thailand to the position of the next 
Asian NIE in the near future. However， itcan be emphasized that the 
achievement of this precious objective widely depends on the role of the 
manufacturing sector， specifically on the role of FDI in the industrial 
sector of this country. 
Commodity Composition 
Although the J apanese FDI (JFDI) is not a significant component of 
the total domestic capital formation7 and of other areas like employment 
generation and inward and backward efforts on domestic industrialisa-
tion， there are very strong policy issues raised on the upsurge of JFDI 
among the political authority of the two countries. The major reason 
behind this is that both countries deem that JFDI will play a greater role 
in their industrialisation activities because J apanese firms are of late 
active in export-oriented manufacture using advanced technologies， the 
so-called high-tech.8 As a result， both countries have adjusted their 
policies to attain a very high level of JFDI surpassing other countries; in 
Sri Lanka the influx of JFDI was only for low…technology-based export 
…oriented industries. Despite these JFDI inflows， the question is how far 
they contribute to changing the commodity structure of GDP in Sri Lanka 
and Thailand. 
7. During 1970 to 1985 in Thailand， FDI as a percentage of gross domestic in-
vestment fluctuated from les than one per cent to almost six per ment. The 
proportion of FDI in private-s巴ctorinvestment was also rather insignificant， 
averaging les than five per cent p日ryear. Th己contributionof FDI to domestic 
capital formation has thus been very limited (Wiboonchutikula， 1987・2).
8. See Phongpaichit (1990， Chapter 3) for discussion on ]apan己seinvestment in 
ASEAN countries b巴foreand after 1985 
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In the foregoing analysis， we have shown broadly the sectoral change 
of industrial origins of national income in the two countries during the 
post-W orld War I period. The rapid decline of the primary sector and 
increase of the other sectors in these countries widely depended on the 
influx of FDI because not only are most of these foreign investments 
engaged in export-oriented activities but also induced largely non-pro-
ductive business activities or unorganised trading interests. Table 2 
presents data on the change of industrial origins of GDP in the two 
countries for further recognition of the changing pattern of each origin. 
A notable point revealed by the Table is that the share of the primary 
sector in the GDP of the two countries is similar until the end of the 1970s， 
but thereafter， itdeclines from 31 per cent in 1975 to 14 per cent in 1990 
in Thailand. In contrast， itdecreased in Sri Lanka from 30 per cent in 
1975 to only 26 per cent in 1990， disclosing the slow pace of decline. In 
Thailand， the manufacturing sector became the dominant contributor to 
GDP in 1990， whereas it stil remained at the third category in Sri Lanka. 
This is natural because the growth rate of the industrial sector in 
Thailand during the 1980s， especially after the mid-1980s， changed strik-
ingly and remained buoyant through 1990. According to UNIDO (1992 : 
35)， the manufacturing sector in Thailand rebounded well with a 9.1 per 
cent increase in manufacturing value added in 1986. The pace of growth 
of the manufacturing sector accelerated to 13.3 per cent in .1987 and 
remained impressively high at 16.8， 16.9 and 15.0 per cent in 1988， 1989 and 
1990 respectively. This consecutively striking rate of growth in the 
manufacturing sector during the period 1988-90 has broadly been due to 
increasingly high levels of FDI， a dominant part of which originated from 
J apan in the pace of the appreciation of the Yen. For example， although 
JFDI in Thailand was rather insignificant until 1987 (less than 7 per cent 
of the total JFDI in Asia) ， ithad a tremendous upsurge to 15.4， 15.5 and 
16.4 per cent of the total JFDI in Asia in 1988， 1989 and 1990 respectively. 
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Figure 6: Commodity Composition of Exports in Sri Lanka (Unit: %) 
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Another noteworthy feature of JFD1 in Thailand is that more than 70 
per cent of the investment concentrated on the manufacturing sector. 
However， inSri Lanka， the mood of the economy in general and that of 
the manufacturing sector in particular did not change like in Thailand but 
remained at a sluggish pace of growth even after the policy shift fron ISI 
-45-
to EOI in 1977. This is not a problem of economic policy， but of a lag in 
the rate of increase of domestic and foreign capital in the country due to 
various socio…economic problems. Although foreign investment has 
upsurged at some levels under the EOI policy， a large proportion of it is 
concentrated on non-manufacturing activities for the purpose of achiev-
ing short-term rather than long-term benefits， using small amounts of 
capital and a low level of technology. For instance， even though JFDI 
remained at a very high level among foreign investments in Sri Lanka， 
nearly 70 per cent of it was in the non-manufacturing sector. 
Export Structure 
The upsurge of both domestic and foregin capital in the two countries 
has caused a dramatic change in the commodity composition of export 
during the last four decades， particularly in the 1980s. Figures 6 and 7 
depict the changing pattern of the export structure of Sri Lanka and 
Thailand respectively. The sginificant point manifested by these Figures 
is the rapid transition of the two countries from agriculture to industry in 
the late 1980s. Nevertheless， more than one-third of commodities export-
ed are stil agricultural goods in both countries. 
This rapid structural change， i.e.， from an agriculture-dominated 
economy to an industrial one can be recognized as a result of the dramatic 
expansion of export-oriented industries with the collaboration of foreign 
capital. Although here too the quantitative contributhon of JFDI to the 
above transition is abstruse， there is no dougt that this structural change 
has taken place along with the rapid influx of J apanese capital from the 
mid-1980s. For example， JFDI inflows into Sri Lanka and Thailand 
throughout the period 1951-90 comprised US $ 98 Millon (119 cases) and 
us $ 4，424 Million (2，465 cases) respectively. Among the JFDI in 
Thailand， nearly 80 per cent of the total capital investment in 55 per cent 
of the cases has taken place during the period 1987-90. Moreover， the 
majority of these J apanese capital investment concentrate mainly on 
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export-oriented manufacturing activities which have broadly contributed 
to the transition of the commodity composition of exports in these 
countries， especially in Thailand. 
N evertheless， itcould be noted that this high proportion of industrial 
goods in the export composition does not reveal that al goods are really 
manufactured goods like in developed countries. The commodities 
categorized as industrial exports largely comprise garments， assembling 
goods， parts of major industrial goods， re…exporting commodities and 
some processing goods. For instance， among industrial exports in Sri 
Lanka (See Figure 6)， textiles : garments and petroleum products 
continued to be the major products， accounting for 37 per cent of the total 
industrial exports of 52 per cemt in 1990 (CBSL， 1990 : 89). Therefore， it
is premature to conclude that this high concentration of industrial 
commodities in the export composition points to industrialisation in the 
two countries， particularly in Sri Lanka. However， diversification of the 
export market as well as the import market has taken place along with 
the upsurge of foreign capital under the EOI strategy in both countries 
during the 1980s. 
TRADE RELATIONS詰IPWITH J AP AN 
The diversification of commercial products， both in export and 
import sectors in Sri Lanka and Thailand， has mainly taken place along 
with favourable policy changes towards an upsurge of FDI in export…led 
industrialisation. It is a well-known fact that many such inflows of FDI 
into these countries have largely utilised cheap labour， importing most of 
the other input needs for production processes like capital goods， interme-
diate goods， industrial raw materials and technologies. This distinguish-
able production process of FDI has been instrumental in changing the 
production structure of exports and imports in both countries during the 
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Figure 8: ]apan巴seTrade with Sri Lanka and Thailand 
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last three decades. Here we discuss only the two countries' trade relation-
ship with J apan to see the impact of JFDI on the diversification of export 
an import commodities because JFDI registered the highest FDI in these 
two countries recently as mentioned in the foregoing analysis. 
Figure 8 demonstrates the trend of J apanese exports and imports 
with Sri Lanka and Thailand from 1960 to 1990. In general， Japanese 
exports (or both countries' imports from Japan) to Sri Lanka and 
Thailand increased by 12 times and 31 times respectively during the 
period 1960-90. At the same time， Japanese imports (or both countries' 
exports to J apan) from Sri Lanka increased at the same rate of 12 times， 
but it was boosted by 34 times in Thailand. This reveals a faster pace of 
growth of trade relationship of J apan with Thailand than with Sri Lanka. 
This is natural because J apanese capital inflows into Thailand remained 
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at the highest level compared to any other countries in the ASEAN region 
and in the 1ndian sub-continent after the mid-1980s as mentioned earlier. 
The upsurge of Japanese firms after 1985 began to increase the imports 
of production inputs， mainly capital goods and industrial raw materials， 
from J apan as required by their firms in Thailand. This is the major 
reason behind the dramatic increase of J apanese exports to Thailand over 
and above her imports from it. 
Table 3 and 4 present data on the composition of ]apanese exports 
and imports to and from the two countries to further illustrate the 
relationship between ]FD1 and trade in these countries. 1n the 1960s， the 
import composition of products from ] apan in both countries largely 
comprised light industrial goods such as textiles and non-metalic goods， 
but thereafter， these were replaced by heavy and chemical industry 
products such as chemicals， metal and machinery products. It is notewor. 
thy that 97 per cent of the total imports of the two countries in 1990 were 
light industry goods and heavy & chemical industry products， ofthis， the 
latter category accounted for about 80 per cent in Sri Lanka and 91 per 
cent in Thailand. It will be noticeable that Sri Lanka's imports of light 
industry goods， particularly textile goods from ] apan， persisted without 
much change during the period 1970-90. This is natural because of the 
high concentration on the garment industry in export-oriented indus. 
trialisation as manipulated by both domestic and foreign firms in Sri 
Lanka. However， the importation of the necessities for the production 
precess of the textile and garment industry was minimized by Thailand 
by producing them domestically as much as possible. But， the attempts 
of both countries at diversification of the industrial base， since the last 
decade， under both domestic and foreign investment， especially under 
JFDI， wi1l lead to a further increase in the import of catipal goods from 
Japan. 
The large dependence of the export-led industries of the two coun-
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tries， particularly of Thailand， on a single country like J apan， has caused 
the above situation. According to Prasartset (1994 17) Thailand's 
tendency for heavy dependence on J apan for capital goods and interme-
diate products will be sustained at a high level with the further growth of 
“imported industrialisation" by means of a great influx of JFDI in the last 
few years. Moreover， Wiboonchutikula (1987 : 10) argued that some 
savings of foreign exchange can be made as a result of J apanese joint 
ventures producing import substitution products， but that， considering the 
stil heavy dependence on imports and the small volume of exports， itis 
doubtful whether J apanese investment can contribute positively to 
Thailand's trade balance. The minimisation of this dependence will hinge 
on the pace of growth or on the ability to achieve successful “domestic 
industrialisation" by creating backward and forward linkages between 
foreign investment and other sectors of the economy. 
Along with the changes in the structure of imports from Japan in both 
countries， the commodity composition of their exports to J apan also 
changed remarkably in favour of manufactures. This also can be recog鴫
nized as a result of the high concentration of JFDI in the two countries， 
along with economic transformation in J apan. Tables 3 and 4 present 
data on the composition of exports to J apan by both countries to illustrate 
the above position. 
The major point emerging out of the data is that structure of Sri 
Lanka and Thai exports to J apan will be dramatically transformed in 
favour of manufactures， although stil foodstuffs and raw materials 
constitute about half the total of exports of the two countries to J apan. 
The newly emerging manufacturing products in the structure of Thai 
exports to Japan comprise mainly the product groups of wearing apparel， 
wood products and furniture， electrical machinery and parts， metal 
products and plastic products. However， manufacturing products in the 
composition of Sri Lanka exports to J apan are stil dominated by pre-
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cious & semi-precious stones， comprising more than 50 per cent of the 
total. But， other manufacturig expo:its like textiles， garments and petro“ 
leum etc. have registered a higher rate of growth since 1988， contributing 
14， 23 and 22 per cent of the total exports from Sri Lanka to ]apan in 
1988， 1989 and 1990 respectively. 
It could be noted that most manufactured exports based on capital… 
intensive technology in Thailand emerged since 1989 as a result of the 
beginning of commercial operations of ]FDI which flowed into Thailand 
in the mid-1980s. Unlike in Thailand， manufacturing exports in Sri 
Lanka stil originate from industries which are based on a labour…inten. 
sive and low level of technology. Thus， itcould be predicted that ] apan 
will import more of capital-intensive products， like chemical goods and 
machinery from Thailand in the near future， with the completion of 
installations of plant and machinery and the commencement of commer. 
cial operations of ]FDI which largely arose out of investments made 
during 1987…1990. 狂owever，it is doubtful to anticipate whether Sri 
Lanka can expand capital-intensive manufactured exports to ]apan or 
any other developed country in future like Thailand because Sri Lanka 
has stil not become a priority area for high-tech or sophisticated indus. 
trial investment by large firms in ] apan. N evertheless， itis reasonable to 
surmise that industrial activity in both countries will pursue its depen. 
dence on ] apan for a long time， despite the aggravation of the trade 
balance of the two countries with ] apan. 
It is a natural phenomenon that a country which attempts to develop 
her industrial sector by injecting foreign resources incurs the deteriora令
tion of her trade balance at least in the first stage of industrialisation. At 
the same time， the country may achieve a considerable trade surplus with 
other countries which have not invested largely in the country. This will 
often lead to trade conflicts with countries having a trade surplus as well 
as with those having a trade deficit. For example， the aggravation of the 
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Figure 9: Trade Balance of ]apan with Sri Lanka and Thailand 
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trade balance between Thailand and J apan not only led to trade conflicts 
between the two countries， but also created trade contradictions between 
Thailand and other advanced countries， notably the United States and 
Europe. For example，“Minebea is a notable case representing the trade 
conflict between the U.S. and Japan that has been shifted to Thailand. As 
this firm was granted promotional privileges by the B.O.I.， it has been 
under the scrutiny of the U.S. Trade Representative on a charge of unfair 
trade practices. Recently， the U.S. government decided to impose a 
countervailing duty of about 17.8 per cent on miniature bearings produced 
in Th3.iland on the basis that the incentives granted by Thailand are 
equivalent to export subsidies" (Prasartset， 1992 : 21). 
The deterioration of the trade gap between J apan and the two 
countries is demonstrated in Figure 9 to further illustrate the trade 
relationship among these countries. The significant point emerging out of 
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the data in the Figure is that the trade imbalance of the two countries 
with J apan persisted throughout the period 1960…90; the cumulative total 
trade deficit of Sri Lanka and Thailand with Japan for the period 1980… 
90 amounted to US $ 1，982 Million and US $ 19，170 Million respectively. 
Although the trade deficit of Sri Lanka with J apan is relatively low and 
has not fluctuated much during the last three decades， ithas steadily 
increased in Thailand， particularly since 1988， accounting for 36 per cent 
of the annual average rate of growth. This trade deficit with J apan in the 
two countries is strictly associated with the level of inflows of JFDI. For 
instance， as we mentioned earlier， most Japanese firms coming into 
Thailand after the mid…1980s， completed their plant constructions within 
two or three years and began to import capital goods， intermediate goods 
or industrial raw materials from J apan， thus causing the aggravation of 
the trade gap between the two countries. However， this kind of huge 
trade deficit has not arisen in Sri Lanka due to the poor inflows of JFDI 
during the last few decades. 
The major reason for this unfavourable trade gap in the two coun-
tries is the low rate of growth of their exports to J apan as against imports 
from J apan. 1n other wards， the exports of both countries have not yet 
met the required demand of the consumers in Japan. Finally， itcould be 
emphasized that although the relationship between trade and investment 
leads to the aggravation of the trade balance of the host country， it could be 
overcome if the host country improves its domestic industrial sector within 
a relatively short period， reducing the technological dependence on J apan. 
TRANSFER OF TECHNOLOGY AND MANAGEMENT SKILLS 
Like many other developing countries in Asia， Sri Lanka and 
T、hailandalso have sought to modernise their industrial sectors by accept-
ing foreign investment or by adopting an imported industrial sector. This 
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policy step mainly anticipated acquiring modern technological know-how 
and management skills from advanced countries to enhance the process of 
ongoing domestic industrialisation. However，“since the early 1970s there 
has been growing disillusion about the benefits that host country can gain 
from FID， which has been attacked for bringing inappropriate technology， 
inhibiting local learning， and perpetuating technological dependence" 
(Santikarn， 1981). N evertheless， inthe recent past， particularly since the 
mid-1980s， some positive attitudes on FDI have developed among many 
academicians， with the successful economic performances gained by the 
Asian NIEs and some countries in the ASEAN region. This part attempts 
mainly to present an overview of the role of ]FDI in domestic indus-
trialisation， i.e.， the transfer of technology and management skills， with 
special reference to Thailand and Sri Lanka. 
The concept of“technology tranfer" is ambiguous and has been 
defined by various scholars in various ways according to their own 
thinking. While some of them argued that the whole process of technol-
ogy used by FDI must be trasferred to the people of the host country 
within a short period， another group thought that it has to be transferred 
step by step over a long period. However， both these notions presuppose 
the host country people's aspiration， desire， ability and capability to 
acquire the advanced technologies and management skills used by FDI 
rather than the willingness of the foreign firms themselves to transfer it. 
This was the reality which occurred in the ] apanese society from Meiji 
era to date9 • Therefore， the concept of technology transfer could be 
9 _“Fifte日nor so years ago for many decades before that， popularly speaking， it 
was not uncommon to think of the ]apanese as slavish imitators of foreign 
technology…υInitially， ]apan's worldwide searh led it to adopt a French-
styl巴army，an American-style banking system， and a British-style cotton 
textile industry. 1n time each of these models were either discarded in favor 
of other national models or otherwis巴modifiedto meet the imperative of 
assimilation" CSaxonhouse， 1974 : 149). 
56-
IMPACT OF JAPANESE DIRECT INVESTMENT ON THE NA T10NAL政:DNOMIESOFSOUTHANDSOむTHEASTASIA
recognized as an endeavour of the people in the host country， and their 
capability to achieve the modern technological know-how and manage-
ment skills for the process of their own domestic industrialisation activ-
ities， while promoting mutual understanding and cooperation with the 
foreign firms. 
There are three ways to achieve this target: the first is that the local 
people who are employed in the foreign firms can acquire the skills to 
operate the machines， tofix and repair them and to prepare marketing 
plans etc.; the second is the intervention of the host country governments 
to educate their people with the cooperation of developed countries; and 
the third way is to induce investment in R&D activities with the assis-
tance of local firms， foreign firms and international donor countries for 
long…term prospects rather than short-term benefits. 
The literature available on this subject as presented by host country 
scholars as well as J apanese scholars has proclaimed two different points 
of view: the first is that the people in the host country thought hat the 
Japanese-affiliated companies in Asia were not eager to transfer technol-
ogy to the host country people unkike the European and American firms; 
and the second is that most J apanese researchers indicate that the trans-
fer of operational technology has already been almost completed and that 
the rest will be transferred in near future. 
A researcher in Thailand emphasized that in Thai-Japanese joint 
ventures， the local partners did not receive much of the technical know-
how and that the production technology was known only to the J apanese 
expatriates. When the local partners were asked whether they could 
conduct business on their own after so many years of joint investment， the 
answers turned out to be negative in most cases. One important reason 
often cited for not being able to do so was the lack of technical know-how 
(Wiboonchutikula， 1987 : 21). A study on this subject in Singapore 
disclosed that， compared to other MNCs， Japanese firms kept a closer 
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control over management， financing and technology transfer， were less 
advanced in recruiting local staff for managerial and professional posi-
tions， and had developed fewer backward and forward linkages with local 
firms (Phongpaichit， 1990 : 21). 拙anysimilar findings have often su子
faced in research work on JFDI in other South and South-East Asian 
countries.10 Very recently， political and business leaders indicated that 
none of the 846 J apanese companies in抗alaysiahas a single Malaysian 
in a top position， unlike in U.S. and European firms， several of which have 
Malaysians as their chief local executives (The Daily Yomiuri， 13. 8. 
1992). Thus， many non-J apanese researchers were critical of the activ-
ities of JFDI， emphasizing that there were the result of conservative 
J apanese business philosophy. Althol1gh J apanese-affiliated firms in Asia 
often cited the language barrier as the main stumbling block leading to 
the above dispute， many Asians assert that this is a popular notion l1sed 
by the Japanese to evade the problem which has now become history. 
1n contrast， most J apanese studies on this sl1bject accentuate that 
Japanese-affiliated firms in ASEAN countries have sl1bstantially promot-
ed the transfer of technical and management know-how reql1ired by 
employees of the host country for manufacturing and business activities 
through on-the-job training， education and training in J apan on quality 
control and production management etc. (Yamashita， 1990 : 30-34， 1991 (a) 
: 1; 1991 (b) : 8-10; Takeuchi， 1991 : 212…231; Sato， 1991 : 196; Kawabe， 1991 
: 255-258). Most Japanese firms in Thailand have promoted the localisa-
tion of their parts production or the so-called local content ratios which 
has larely contributed to the improvement of local idustries as well as to 
the al1gmentation of the domestic market. For example， in1975， the rate 
of use of local parts in the production cost of J apanese firms in Thailand 
10. Se巴Macklon(1991) for more d巴tailson technology transfer of ]FDI in other 
countries， particularly in England. 
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was about 42 per cent; but， this increased to around 60 per cent in 1986 
(Yamashita， 1991 : 13). 1n particular， Sato (1991 : 196) reveals that the 
local content ratio for some selected products was as follows: 100 per 
cent for electric fans， 80 per cent for electric refrigerators and electric 
rice cookers， 60 per cent for automobiles， and 75 per cent for motorcycles. 
These high local content ratios reveal that substantial technology 
transfer has already been done by J apanese companies in Thailand. 
註owever，non-Japanese studies in this context have always stressed a 
lower rate of local content of JFDI. For example， of al industries in 
Thailand， the average local content in promoted J apanese direct invest蜘
ment firms was below 40 per cent. 1ndustries with low local content in 
their production are transport equipment， chemicals and chemical prod帥
ucts， plastics and plastic product， and glass and glass products (Wiboon. 
chutikula， 1987 : 9). This kind of difference of opinion is natural because 
no one can give perfectly accurate figures on this subject due to the lack 
of a systematic and consistent collection of data on the production 
process of J apanese companies in this country. 1n the face of this dispute， it 
could be stated that it is important to conduct a survey on whether there 
is a high rate of use of domestic parts produced by local companies by utilising 
domestic resources without much dependence on foreign technologies. 
If these parts are produced by the J apanese-affiliated firms in Thailand by 
using capital goods and industrial raw materials imported from J apan， it
is futile to state that there is a high rate of local content in these products. 
J apanese researchers have analysed that these contrary attitudes on 
technology tranfer prevalent among non-J apanese scholars are the result 
of three major factors: (a) the lack of understanding of Japanese firms by 
Asian people; (b) JFD1 being a latecomer to foreign investment compared 
to Western and American firms; and (c) language barriers. 
The explanation of the first factor is that the behaviour of the 
J apanese companies regarding technology transfer is not fully understood 
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by the host country people. According to Yamashita (1991 : ix)， inthe 
matter of technology transfer， host country people are under the firm 
impression that the withdrawal of foreign staff from a foreign-owned 
subsidiary， signals the accomplishment of the process of technology 
transfer. However， Japanese managers think that they need a long time 
to transmit their technical know…how to local employees. This gap in 
understanding between the J apanese and the host country people has 
derived from the different style of management systems applied by 
Western firms in Asia: Western firms trained the local staff within a 
short period in the operation of machinery and then handed over al the 
responsibilities of the firms to the localstaff， providing al the necessary 
information in english manuals. However， Japanese firms think that 
technology trasfer means not merely training the local people in opera-
tional techniques， but also transferring the technology related to the 
inside of the machinery. This was defined by Yamashita (1991 : 16…19) 
as a“black box" of production technology (automatic and robot-
controlled machine) which will open for the host country people when 
they improve their ability to achieve such high technologdjs.ll 
1. Black Box of the production technology used in typical electronics industry 
(Yamashita， 1991 : 19) is shown as follows: 
local parts 
，---ーー一一一一一一一一一一一一 ー ーーー・ーー司
ported 1 I procesing : r__. I 
ma叫t附e肘叩山r口川1凶als，
C∞om町po慨n問e叩n附t陪sJ I a附S悶S白印帥Z
I by automatic and robot : 
local 
materials 
packing 
(bザ locals)y;controiled machmes:(by locals) 
! 
81ack 80x 
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The second (latecomers) and the third (langufge barrier) factors 
have also been recognized by many scholars as major problems for 
Japanese firms in the sphere of technology transfer， and in communica-
tion with the local employees. It is a well-known fact that JFDI often 
followed their own management system without modifying it to suit the 
socio【culturalclimate of the host countries. According to Joe Shotokv， 
a director of the J apanese Chamber of Trade and Industry in Malaysia， 
very few Japanese managers in Tokyo speak english and the language of 
communication is stil predominantly J apanese when compared with 
European and American companies (The Daily Y omiuri， 13. 8. 1992). 
Many researhers expect that these two obstacles will be diminished along 
with the maturity of experience of JFDI towards the internationalisation 
of their firms. 
Besides the above three factors， we found in our survey two more 
major obstacles which often hampered the transfer of technology and 
management skills to employees of JFDI in Thailand and Sri Lanka: 
firstly， the traditional attitudes of workers on their own positions; and 
secondly， the frequent change of employment in search of higher wages. 
The first factor means that employees who have obtained high educa-
tional qualifications such as university degrees and diploma certificates of 
technical colleges， always look for white-collar jobs and refuse to work 
with workers in lower categories， desiring to hold commanding positions. 
This largely prevents the educated people in the JFDI in both countries 
from acquiring systematic practical knowledge in the fields of technical 
know七owand management. In Japan， on the contrary， it is necessary for 
everybody to learn almost al the work from the bottom to the top of the 
production process of the firm， irrestpective of educational qualifications 
for at least one year， prior to accepting the assigned responsibilities. 
However， the Japanese firms did not recognize the above conventional 
attitudes of the educated people in the host countries when training them 
-61 
in the fields of technical know-how and management. 
The second problem which was emphasized by ] apanese firms in both 
countries is that many workers often resigned their jobs or stayed away 
after some period of training or work， without even giving early notice to 
the top management. Unlike in ]apan， itis very common for the people 
in the two countries to shift from one job to another which offered a 
higher wage. This hampers in two ways the transfer of technology to 
local employees through ]FDI: firstly， the ]apanese management fears 
that the local staff may leak company secrets to other companies after 
obtaining sufficient training; and secondly， the suspicion that the high cost 
of training of local staff may not ultimately benefit the firm. 
Furthermore， the behaviour of the local firms， and the extent of the 
people's endeavour to acquire modern technology were also found to be 
other significant problem areas in the transfer of ] apanese technology 
and management skills to domestic people in the two countries. It could 
be noted that domestic firms have recently become mercantile…oriented 
with a predilection for quick benefits， importing most of the capital goods 
and industrial raw materials rather than attempting to produce them 
domestically. This motivation has further prevented the improvement of 
the technological capacity in domestic industries and the blend of indige. 
nous imported technologies with the cooperation of the ] apanese firms. 
In spite of the above obstades， ] apanese firms in both countries， 
particularly in Thailand， have contributed in various ways to improve the 
domestic industrial activities， specifically export…oriented industries. 
Although non-]apanese scholars have alleged that ]FDI was more restric-
tive or monopolistic in transferring technology and management skills to 
host country people， itis also quit necessary to emphasize that the 
capabilities and the endeavour of the local people need to improve if they 
seek to achieve technical know-how from ]apanese firms. If these two 
factors (capabilities and endeavour) are improved substantially among 
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the local people in the host countries， they will open the black box of 
production technology by themselves without waiting until it is opened by 
the J apanese management. 
GENERATION OF耳斑PLOYMENTOPPORTUNITIES 
The policy makers in Sri Lanka and Thailand have been increasingly 
convinced that the promotion of FDI inflows into their countries is a key 
solution to the growing problems of unemployment which has often 
caused social unrest in their countries. Both countries have offered low 
wage rates along with many other incentives which are hard to come by 
in the developed countries to encourage foreign investors. Although the 
people in both countries hoped to obtain sufficient eri1ployment opportu陶
nities and thereby on enhancement of their living conditions with the 
increase of FDI， ithas become a myth and it is claimed that it has 
succeeded in reducing unemployment to a negligible extent only. This 
part looks closely at the direct contribution of FDI/JFDI in terms of 
generation of employment opportunities in the two countries， even though 
any systematic and consistent collection of data on this issue stil remains 
complicated. 
Although， not only JFDI， but also the total FDI， have created only an 
insignificant number of employment opportunities in terms of the total 
labour force or in terms of total employment in al sectors of the economy 
in the two countries， itis hard to deny that thousands of job opportunities 
have been created directly and indirectly by foreign investors during the 
last few decades. 
Sri Lanka: Table 5 presents data on annual employment generation 
through foreign investment， both within the Investment Promotion Zones 
(IPZ) and outside in Sri Lanka during the period 1977-91. Over the 15 
years ending December 1991， there were 85，457 employees in GCEC 
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enterprises， showing an increase of about 15 times over the 1979 figure. 
This large number of employment opportunities was created by 153 
projects， of which 72 were in the Katunayake IPZ， 28 in the Biyagama 
IPZ， 2 in the Koggala IPZ and the balance 51 in various other regions of 
the country. Out of these employment opportunities in GCEC type 
projects， ] apanese firms have created 4，131 slots of actual employment as 
at August 1992， contributing about five per cent of the total employment 
in GCEC enterprises. This shows an insignificant contribution of em-
pleoyment opportunities in ] apanese FDI relative to its very high contri-
bution of foreign equity in Sri Lanka. As noted in the forgoing analysis， 
the relative position of ]apanese foreign equity in 1989 made it a domi-
nant investor， contributing 38 per cent of the total foreign equity. This is 
probably the result of large investments by the ]apanese firms in capital 
…intensive industries rather than in labour-intensive production frocesses. 
Besides the GCEC type projects， the FIAC projects were also 
envisaged to provide about 105，649 employment oportunities to local 
people in Sri Lanka by September 1991， more than 24 per cent higher than 
the GCEC enterprises. This is natural because the number of projects 
approved under the FIAC was nearly 1.8 times higer than that approved 
under the GCEC. N evertheless， the main point revealed by the Table is 
that since 1985， the annual rate of increase of employment opportunities 
in FIAC type projects remained low compared with the GCEC. This may 
be the result of unexpected incentives offered by the GCEC to foreign 
investors who were willing to invest in export-oriented manufacturing 
industries， generating more employment opportunities for the local peo-
ple. ]apanese firms approved under the FIAC were envisaged to provide 
8，459 and 79 employment slots for local and foregn people respectively 
However， itis premature to assert that this high rate of job opportunities 
was actually provided by ]FDI and other FDI under FIAC type projects， 
due to the scarcity of data on actual employment figures in these projects. 
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Although both types (GCEC & F1AC) of projects were expected to 
create approximately 191，106 job opportunities officially， itis doubtful 
whether even half of this target was actually achieved because only about 
37 per cent of approved projects were in commercial operation as at the 
end of 1991. The Central Bank of Sri Lanka noted that the GCEC which 
functions as a“one-stop investment promotion centre" arrpoved 74 
projects with GCEC status in 1991， bringing the total number of projects 
approved to 411 by the end of 1991; of these， agreements had been signed 
in respect of 246 projects to set up industries. A total of 153 projects were 
in coommercial operation as at the end of 1991 (CBSL， 1991 : 62). 
Therefore， itmust be noted that foreign frms in Sri Lanka were unable 
to generate job opportunities for even two per cent of the total labour 
force， even though the government of Sri Lanka sought to increase FD1 
as a major effort to resolve the country's worsening unemployment 
problem. 
The composition of employment in GCE type projects (Table 6) 
reveals that the local people were predominantly occupied in textile， 
wearing apparel an leather products industries， although slowly decre出向
ing since 1986. This is natural because many of the projects approved and 
commercially operating were garmets industries in the 1PZ where they 
used mainly labour-intensive technologies. At present， nearly two-thirds 
of the workers in GCEC type projects are in this industry， despite the 
government's discouragement and quota limitations in the international 
market. The salient feature of the pattern of employment in the 1PZ， not 
much in the garment industry， but also in al other foregin investments， is
the predominance of female workers. According to the People's Bank 
(June 1982 : 16)， more than 90 per cent of the workers in both types of 
investments (GCEC : F1AC) were women workers. 
1n addition to these direct employment opportunities， there are large 
l1umbers of self-employment activities which have emerged along with 
-67 
the increase of FDI in the 1PZ and in other regions in Sri Lanka， through 
backward and forward linkages. Mainly service industries， like hotels， 
small shops， transport， accommodation facilities and the supply of raw 
materials expanded largely around the 1PZs. However， there has been no 
clear quantitative assessment of these indirect employment activities; the 
GCEC has stated that the total number employed would be double if this 
indirect employment ia also taken into account. This means， that FDI has 
also created an equal number of indirect employment opportunities. 
Thailand: Unlike in Sri Lanka， inThailand the direct and indirect 
employment effects of FD1 on her economy were highly impressive， 
although its contribution to the total labour force stil remains at a 
negligible level. The previous studies on direct employment effects of 
foregin firms in this country were conducted by 1ntarathai (1974) who 
estimated that the number of Thai workers emplyed in BOI -promoted 
foreign enterprises was about 130，685 in 1972， as compared to 30，808 in 
1960…62， and by Hirano (1975) who produced somewhat conflicting esti-
mates of 260，000 workers in both promoted and non-promoted foreign 
firms in 1973. Subsequently， Hongladarom and Lee (1984) noted that 
about 386，255 workers were employed by foreign firms in 1980 (in 
Sibunruang and Brimble， 1988 : 12). Although these studies reveal 
somewhat different estimates of employment effects of foreign invest-
ment， itcan be seen that foreign enterprises had created a large number 
of direct emploment opportunities for the local people of Thailand. The 
result of a recent sample survey (600 foreign firms) on this subject 
conducted by Sibunruang and Brimble under the direction of the 1LO， is
given in Table 7. 
Date in Table 7 reveals that the total number of people (both Thai 
and foreign) employed within the 600 manufacturing foreign firms in 1985 
amounted to 182，655， registering about one per cent and nine per cent 
respectively of the total labour force and of total employment in the 
-68-
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manufacturing sector. It can be seen that nearly 50 per cent of the 
employees in foreign enterprises were concentrated in three major 
manufacturing sectors， namely food， beverage & tobacco， textile product， 
and electric machinery， of which the first two sectors comprised more 
than one…third of the total employment in foreign firms. If we add the 
garments， chemical & petroleum products， and metals and metal products 
to the above three major sectors， itwill reach at 71 per cent. This implies 
the impressiveness of the above sectors in the generation of employment 
opportunities through foreign investments. 
The highest priority areas of foreign investments， interms of the 
share of employment generated by them， are non-electrical machinery， 
electrical machinery， chemical & petroleum products， rubber & rubber 
products， textile products， and leather products & footwear in that order 
of merit. Although the direct employment effects of foreign firms in the 
manufacturing sector as a whole are rather small according to the above 
survey， the BOI has accorded a considerably high level of employment 
effect to foreign enterprises in the manufacturing sector. 
1n addition to the direct employment effects of FDI，“the total in-
direct labour use amounted to over 400，000 workers， with almost 200，000 
being accounted for by the employment generated in the agricultural 
sector as a result of foreign investment in the processed food industry. 
The corresponding total employment generated by foreign investment in 
Thailand's manufacturing sector approached 600，000 workers" 
(Sibunruang and Brimble， 1988 17). This reveals that the indirect 
employment effect is 2.2 times higher than the direct employment effect 
in Thailand. 
1n the area of direct employment effects by country， 206 Japanese 
firms have created about 67，931 job opportunities， accounting for 37 per 
cent of the total employment by foreign firms or about three per cent of 
the total employment in the manufacturing sector. A separate study on 
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this issue conducted by the JETRO office in Bangkok (1986) indicated 
that at the end of 1985， 172 Japanese manufacturing firms employed 71， 
069 Thai employees and 550 J apanese employees (in Sibunruang and 
Brimble， 1988 : 13). Although these two studies (ILO and JETRO) have 
come up with different figures of direct employment effects in J apanese 
firms， itcan be noted that J apanese enterprises in Thailand created a 
significant number of job opportunities for local people compared to any 
other country denoted in Table 7. 
Of these thousands of job opportunities in J apanese FDI， 75per cent 
were created under the following industrhes， inorder・ofmerit: textile 
products; electrical machinery; transport equipment; food， beverage & 
tobacco; and chemical & petroleum products. Textile is the most impor-
tant industry in terms of the employment effect of JFDI， contributing 
more than one…third of the total employment opportunitios in J apanese 
firms. The noteworthy feature of J apanese enterprises is that 40 per cent 
of 206 firms surved embodied 85 per cent (57，646 workers) of the total 
employed in J apanese firms in Thailand. Another significant characteris-
tics of JFDI is that eight per cent of firms among the above 40 per cent， 
employed more than 1，000 workers， generating 28，668 employment oppor時
tunities or 42 per cent of the total employment in Japanese firms12. This 
reveals a high concentration on capital-intensive technologies by the 
majority of J apanese firms in Thailand. 
N evertheless， itcould be noted that the employment effect of 
J apanese firms， inthe context of the total employment effect of foreign 
firms， ishighly impressive because her ownership of equity capital in both 
the manufacturing and non-manufacturing sectors for the period 1981-85 
was about 27 per cent of the total net FDI in Thailand， occupying the 
second relative position. During this period， the United States was the 
12. S日eSibunruang (1988 : 45) for further information on巴mploymentof foreign 
firms by country group and sector. 
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largest investor in this country contributing about 32 per cent of the total 
inward FID. However， the employment effect of American firms 
remained at third place in spite of her relative position in equity capital. 
There was a well…marked erosion of the relative position of the United 
States after this period: it fel sharply from 54 per cent in 1985 to 
approximately 12 per cent in 1989. This was a result of the dramatic 
increase of JFDI in Thailand after the mid-1980s. At present， J apan is the 
biggest single investor in this country， taking 52 per cent and 41 per cent 
of the total inward FDI in 1988 and 1989 respectively. Therefore， itcan 
be stated that the direct employment effect of JFDI is grater in the post 
-mid-1980s than in the pre…mid-1980s compared to the above survey 
findings. 
Here we have overlooked a comprison of the direct employent effects 
of FDI/JFDI between Sri Lanka and Thailand due to the significant 
deferences of FDI inflows into each country and the lack of a systematic 
examination of these issues in recent conditions. However， regardless of 
the above estimates of the employment effects of foreign firms in the two 
countries， itshould be noted that these direct and indirect employment 
opportunities created by foreign investment were not sufficient when 
compared with the massive efforts made and the huge expenditure incur鳴
red on the development of infrastructure by the governments of Sri Lanka 
and Thailand to attract increased FDI. It is more reasonable to indicate 
that foreign investment in both countries， particularly in Sri Lanka， did 
not reduce unemployment13 at al， even though policy-makers often state 
that FDI has created a large number of job opportunities for the un-
13. The different sources of information on unemployment， available in Sri 
Lanka ， indicate a worsening of the unemployment situation from 1970 to 
1985/86. The rate of unemployment as a percentage of the labour force is 
about 24， 15， 12， and 14 p巴rcent in 1973， 1978/79， 1981/82 and 1985/86 
respectively (Central Bank of Ceylon; Department of Census and Statistics， 
Various Isues) 
-72-
IMPACT OF JAPANESE D1RECT INVESTMENT ON THE NATIONAL ECONOMIES OFSOUTH ANDSOむTHEASTASIA
employed young people in the host countries. 
SUMMARY AND CONCLUSIONS 
Summary of the Major Findings 
Although it is difficult to single out the wide ranging consequences of 
FDI/JFDI on the local economy of a host country， this paper has explored 
some selected positive effects of FDI/JFDI on the local economies of Sri 
Lanka and Thailand. The improvement of internal and external condi勾
tions towards an opendoor policy in the two countries has largely encour. 
aged the inflow of foreign capital which has contributed greatly to the 
acceleration of the pace of economicc expansion and of transformation of 
the economic structure during the last two decades. This part atempts 
mainly to outline three major aspects indicated as follow: firstly， some 
major findings of the present study; secondly， limitations of the present 
analysis; and thirdly， areas requiring further study to understand the real 
effects of JFDI activities on the economies of Sri Lanka and Thailand. 
羽Te found that the fluctuation of GDP in Thailand and Sri Lanka was 
similar to that of agricultural GDP until 1966 and 1972 respectively， 
although the rate of growth varied in the two countries. This dominant 
sector of GDP was replaced by the industrial and services sector， 
contributing 74 per cent in Sri Lanka and 85 per cent in Thailand. 
Although this dramatic change in the economic structure of the two 
countries cannot be explained as a result of the upsurge of FDI/JFDI， it
could be assrted that the contribution of foregin capital to this change is 
highly significant， particularly for Thailand after the mid-1980s. 
日owever，at the same time， this rapid expansion of the industrial and 
services sector did not conduce sufficiently to the transfer of the surplus 
labour force from the agricultural sector to the modern sector. The two 
countries are stil predominantly agricultural in terms of the employment 
73-
structure: 67 per cent and 53 per cent respectively of the total labour 
force are occupied in the agricultural sector in Thailand and Sri Lanka. 
This uneven structural change in th two economies has led to the 
widening of income inequality between the poor and the rich because the 
majority of the people receive a small share of GDP while the minority 
who are occupied in the non-agricultural sector receive a large share of 
GDP. This can be recognized as a result of poor economic policy on 
industrialisation. The two countries have attempted to develop their 
modern sector quickly by injecting foreign resources or adopting an 
imported industrial sector rather than by utilising the local resources for 
domestic industrialisation. This is one of the major reasons for disorder 
in the structural change of the economy in Sri Lanka and Thailand. 
Furthermore， the industrial policy adopted also did not favour the expan-
sion of the villagers' capabilities nd entitlements by creating a productive 
linkage between the traditional and the modern sector. In other wards， the 
policy makers in the two countries have used the rural sector as a major 
input to fil the national needs， partcularly the requimements of the open-
door policy， without paying any significant attention to the socio-eco伊
nomic problems of the rural cmmunity. 
Moreover， empirical evidence reveals that a wide-ranging structural 
change in the commodity conposition of the export and import sector had 
taken place in the two countries since the late 1980s. This change was 
largely related to the upsurge of FDI/JFDI which had been dominantly 
concentrated on export-oriented industrial activities. It is a well-known 
fact that the inflow of JFDI into Thailand increased unexpectedly in the 
1980s， more than two-thirds which were manufacturing export-oriented 
industries. These inflows of JFDI not only contributed to the transforma-
tion of the export structure， but also caused the diversification of the 
import commodities too. This is true because JFDI imported almost al 
necessities for their manufactures such as industrial raw materials and 
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capital goods， which evetually resulted in increasing the volume of such 
commodities in the import structure. The noteworthy feature of this 
behaviour of JFDI is that the trade relationship of J apan with the two 
countries has expanded significantly， albeit aggravating the trade imbal-
ance of the two countries with J apan throughout the period 1960-90， 
especially in the 1980s: the cumulative total trade deficit of Sri Lanka 
and Thailand with Japan for the period 1980-90 amounted to Us $ 1，982 
Million and US $ 19，170班ilionrespectively. This unjustifiable trade and 
investment relationship can be averted only if the two countries succeed 
in exporting to third countries to offset the bilateral trade deficit with 
Japan by creating a highly competitive industrial sector domestically. 
The literary survey on the transfer of technology made by J apanese 
firms has surfaced certain controversial notions among J apanese and non 
…Japanese scholars. However， we found that most of the operational 
technology used by J apanese enterprises has already been transferred to 
the host country workers， although J apanese managers were highly 
monopolistic in the transfer of the advanced technologies relating to the 
inside of the machinery used. It was also seen that the lack of transfer 
of such high technologies to the host country people was not only a 
question of unwillingness on the part of J apanese managers， but also of 
the lack of capabilities and endeavour on the part of the local people in 
respect of these advanced technologies. Therefore， we can conclude by 
emphasizing that if these two factors are improved by the host country 
people， technology transfer will take place naturally even if J apanese 
firms are not willing to open“the black box" of production technology by 
themselves. 
In the area of employment generation， JFDI has created thousands of 
job opportunities for local people in the two countries， particularly in 
Thailand， although the total is small relative to Thailand's total labour 
supply. It was found that in Sri Lanka， 153 foreign firms under GCEC 
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status employed about 85，457 people， accounting for about 0.9 per cent of 
the total labour force (here we excluded the FIAC type projects due to 
lack of data on the actual number employed). The majority of employees 
were mainly concentrated in textile， wearing apparel and leather products 
industries， of which the garment industry is the dominant contributor to 
employment generation. Among these， J apanese firms have created only 
about 4，131 employment slots， contributing near1y five per cent to the 
total employment in GCEC type enterprises， although the equity capital of 
JFDI is the highest among al FDI in Sri Lanka. 
The ILO survey on the employment effects of foreign firms in the 
manufacturing sector in Thailand indicated that 600 foreign enterprises 
employed about 182，655 workers， accounting for less than one per cent of 
the total labour force. J apanese firrms were found to have the highest 
rate of employment， registering about 37 per cent of the total employment 
by foreign firms， although J apanese equity capital occupied the second 
relative position. The most important sectors， interms of the employ-
ment effects of JFDI， were textile products， electrical machinery， trans-
port equipment， food， beverage & tobacco， and chemical & petroleum 
products， which in sum contributed 75 per cent of the total employment in 
Japanese firms. However， itcould be noted that the employment effect 
of JFDI would be highly impressive if take into account the present 
position of the employment situation in J apanese firms because their 
equity capital and number reached a very high level after the mid-1980s. 
Outline of Limitation and Further Study 
The analysis of the present study has been mostly based on an 
empirical and a literary survey rather than on a deep investigation of each 
subject concerned. As a result， adequate information on the effects of 
JFDI on the local economies of Sri Lanka and Thailand at present may 
not be available. Therefore， itis necessary to conduct a detailed survey 
on the above issues if we are to look for the real effects of J apanese 
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investment on the two countries. 
Furthermore， the foregoing analysis was mainly intended to discuss 
some major impacts of FDI/JFDI on the local economies of Sri Lanka 
and Thailand， although there are some other consequences of FDI/JFDI 
like private capital formation， augmentation of the balance of trade and 
payments; these have been left out of the present study due to lack of 
information and due to the specific coverage of the study. 
Moreover， although FDI/JFDI has contributed greatly to the growth 
and transformation of the manufacturing and non-manufacturing sectors 
of the two economies， especially in Thailand， there have also been some 
negative consequences caused to the local economies along with the 
inflow of FDI/JFDI. On the negative side， the following impacts have 
aroused some debate among the public and among academicians: wide-
spread dependence on technology and capital; increased commoditisation 
of non-commoditised production inputs or of social relationships; decline 
of the skilled labour…force; over-consumption of local resources; in-
creased environmental pollution and health hazards to the labourforce; 
restriction of income distribution; increase of urban poverty; and the rise 
of anti-Japanese feelings among people in Thailand due to lack of 
communicaton between J apanese enterprises and the local community. 
These negative effects of JFDI too were withheld from examination in 
the present study. If we are to look for the accurate impacts of JFDI on 
the local economies of the host countries， there is the need for a more 
consistent investigation on these negative effects， involving a micro level 
survey in Sri Lanka and in Thailand. 
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Appendix Table 2: 
Overall and Sectoral A verage Annual Growth Rate in Sri Lanka and Thailand 
Sri Lanka (%) Thailand (%) 
1960-70 1970-80 1980“89 1960-70 1970ω80 1980-89 
GDP 4.6 4.1 4.0 8.2 7.2 7.0 
Agriculture 3.0 2.8 2.2 5.2 4.7 4.1 
Industry (al) 6.6 4.0 4.4 11.6 10.0 8.1 
Manufacturing 6.3 1.9 6.2 11.0 10.6 8.1 
Services 4.6 4.8 4.9 9.0 7.3 7.4 
Source: World Bank. World Develo!りmenlReporl， Washington， D.C.， New York， USA， Various Issues 
Appendix Figure 1: Growth Rate of GDP and oth君rTwo Major Sectors in Sri Lanka 
40.0 
32.0 
24.0 
% 
-8.0 
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Source: Same as Figure 2 
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Appendix Figure 2: Growth Rat巴ofGDP and other Two Major Sectors in 1、hailand
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